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Business Overview and
2002 Financial Summary

Zomax helps companies more efficiently bring their
products and content to market worldwide. We en-
hance the process of sourcing, production, and fulfill-
ment through our modular suite of supply chain out-
sourcing services. Zomax’ commitment to operational
excellence resuits in consistent execution and superior
value for our customers.

Zomax partners with our clients to help them deliver
“The Perfect Order” to their end-customers by providing
the right product, at the right place, at the right time, for
the right value.

Based in Plymouth, Minnesota, Zomax employs approxi-
mately 1,150 full-time employees in 12 facilities across the
United States, Canada, Mexico, and Ireland. The Company's
Common Stock is traded on the Nasdag Stock Market under

the symbol “ZOMX"

{$ in millions) 2002 2001
Sales $185.5 $216.8
Operating income (loss) (2.5) 17.2
Net income (loss} (0.7) 3.0
Cash from operating aclivities 8.9 171
Cash and equivalents 72.1 75.0
Working capital 90.0 90.0
Total assets 167.2 163.5
Shareholders’ equity 130.5 124.4
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Letter to our Sharehoiders

To Qur Friends and Shareholders:

In 2002, the company faced another challenging year due to
continued global economic weakness. More specifically in
our current primary market, the IT Hardware and Software
industry, volumes for most companies declined significantly.
Our results for 2002 reflect these realities.

Despite the year’s challenges, we made significant prog-
ress on several fronts due to the hard-work and innovation
of our people. We expanded our business with many of our
existing customers and added several major new clients. As
a result our revenue, excluding Microsoft, increased 4%
over 2001. Our ability to retain customers continues to be
a testament to our focus on service excellence. In addition,
our strong balance sheet and solid reputation in the industry
remains a competitive advantage, and has positioned us to
capture market share as the economy improves.

We continued to make calculated investments in 2002
to support customer requirements and prepare for future
growth, including:

« Increasing DVD capacity to meet customer demand

+ Incorporating electronic software delivery through a
strategic partnership with Intraware

« Upgrading IT Infrastructure for ERP systems in Europe
and North America

* Opening a new assembly and fulfillment center in
Juarez, Mexico .

» Adding new people and processes in Sales, Marketing,
and Operations

As we have highlighted in the past, Zomax’ role in the
value chain is to help our customers more efficiently bring
their products and content to market. Over the years we
have developed a modular suite of supply chain outsourcing
services — from our Customer Contact Services through
Sourcing, Production, Assembly, Fulfillment, and Returns
Management — to meet the needs of a range of public and
private enterprises. The breadth of these services and the

proven effectiveness of supply chain outsourcing continues

to generate new business. Whether we are fulfilling just-
in-time to client production facilities, channel partners, or
directly to end-users, our goal is “The Perfect Order” — that
means the right product, at the right place, at the right time,
for the right value.

Our 2003 sales and marketing efforts focus on expand-
ing in the industries we serve and penetrating new markets.
We are fortunate to serve several of the IT industry’s leading
hardware and software vendors. We are leveraging our sup-
ply chain experience and operational strengths to deliver
effective solutions for these customers. There remains
significant opportunities to grow with our current customers
and add new prospects in these markets.

We are also targeting several new markets that have
the common need to bring products and content to their
customers and partners more efficiently. Some of those mar-
kets include consumer electronics, marketing services, and
corporate information services where we already have solid
reference customers. We also continue to evaluate other
industries for market potential and outsourcing acceptance.

We strongly believe that our commitment to helping cus-
tomers deliver “The Perfect Order” through continued excel-
lence in operations and superior customer service will bring
us success in the coming year. We plan on keeping you up to
date on our progress as we expand our business in 2003.

S/

James T. Anderson
Chairman and Chief Executive Officer
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Zomax Supply Chain Services Overview

Zomax’ mission is to consistently deliver “The Perfect Order” for our clients. Zomax works closely with our customers in the
evolution to a more efficient supply chain by providing the flexibility, visibility, and velocity customers demand to meet
their objectives.

Whether our customers require an individual service or an integrated end-to-end solution, Zomax delivers supply chain
solutions that are tailored to meet their unique needs. We maintain a relentless commitment to help our clients decrease inven-
tory obsolescence, lower costs, and improve response to customer demand. To achieve these results, we provide the following

modular suite of services:

+ Customer Contact Services - Integrated order + Assembly/Kitting - JIT services optimize
management, e-commerce, and teleservices to inventory levels, product mix, and volume to
support revenue growth. meet customer demand.

« Sourcing - Global procurement and material > Fulfillment - Physical or electronic
management services to decrease costs and distribution to ensure timely delivery to the
ensure quality. channel, retailer, or end-customer.

« Preduction - Media replication, * Returns Management - Reverse logistics
manufacturing, and print services for services ranging from damaged product to
consistent prcducts and scalable supply. finished goods returns.

The breadth and flexibility of our services distinguishes Zomax from the rest of the competition. Zomax has suc-
cessfully applied these services to enable our customers to more efficiently bring their products and content to

market.
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-K

Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934 for the
fiscal year ended December 27, 2002

or
Transition Report Under Section 13 or 15(d) of the Securities Exchange Act of 1934 for the
transition period from to

Commission File Number: 0-28426

ZONVIAX INCORPORATED

(Exact name of registrant as specified in its charter)

Minnesota No. 41-1833089
(State or Other Jurisdiction of (IRS Employer
Incorporation or Organization) Identification No.)

5353 Nathan Lane, Plymouth, MN 55442
(Address of Principal Executive Offices)

Registrant’s telephone number (763) 553-9300

Securities registered under Section 12(b) of the Exchange Act:
None

Securities registered under Section 12(g) of the Exchange Act:
Common Stock, no par value

Indicate by.check mark whether the registrant (1) filed all reports required to be filed by Section 13 or 15(d) of the
Exchange Act during the past 12 months (or for such shorter period that the registrant was required to file such reports), and
(2) has been subject to such filing requirements for the past 90 days. YESE NO

Indicate by check mark if there is no disclosure of delinquent filers in response to Item 405 of Regulation S-K
contained in this form, and no disclosure will be contained, to the best of registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is an accelerated filer (as defined in Exchange Act Rule
12b-2). YESE NO

The aggregate market value of the voting stock held by non-affiliates was $116,821,240 based on the closing sale price
of the Company’s Common Stock as reported on the NASDAQ Stock Market on June 28, 2002.

The number of shares outstanding of the registrant’s common stock as of March 10, 2003 was 32,426,657 shares.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Proxy Statement for the Annual Meeting of Shareholders to be held April 30, 2003 are incorporated by
reference into Part I of this report.




ITEM 1. BUSINESS

General

Zomax Incorporated (Zomax or the Company) helps companies more efficiently bring their products and content to
market worldwide. The Company’s outsourcing solutions enhance the process of sourcing, production, and fulfillment
through a modular suite of supply chain services. Through operational excellence and consistent execution, the Company’s
goal is to provide superior and lasting value for its customers.

Established in 1993, the Company has approximately 1,150 full -time employees and operates twelve facilities
worldwide in the United States, Canada, Mexico, and Ireland. The Company has demonstrated an ability to provide
consistently high quality products and services in a just-in-time (JIT) model. Zomax continues to expand its geographic
presence and supply chain services offering by building and acquiring additional manufacturing, customer contact,
distribution, and returns management capabilities.

Zomax markets and sells outsourced supply chain services to industry leading customers in a variety of markets.
Zomax believes its expertise in integrating and managing critical supply chain functions allows its customers to focus on
their core competencies, reduce costs, accelerate time to market, decrease inventory obsolescence, and improve response to
customer demand in a variety of geographic regions.

Whether Zomax is fulfilling orders directly to its customer’s end-users or channel partners, or JIT to the customer’s
production facilities, the Company’s goal is to help customers deliver “The Perfect Order” — that means the right
product, the right place, the right time, at the right value.

Industry

The supply chain outsourcing services industry manages a vast array of products and content for a wide range of
markets. Whether it is IT hardware, IT software, consumer electronics, automotive parts, pharmaceuticals or other
products, organizations are increasingly turning to experienced outsourcing partners to help deliver their products to market
more efficiently. The need for faster time to market, quicker inventory turns, greater focus on core competencies and lower
costs have driven the growth of supply chain outsourcing.

The same factors that have led to the trend of more outsourcing are driving consolidation in the industry, as many small
local and regional service providers find it increasingly difficult to access the capital required to invest in new equipment
and additional value-added services. Consolidation of the industry continues as marginal companies struggle to compete
during the economic downturn.

Zomax’ strong balance sheet, end-to-end solutions, consistent execution and solid reputation in the industry continue
to be a competitive advantage and have positioned Zomax to continue to capture market share as the economy improves.

Services

The Company’s outsourcing solutions enhance the process of sourcing, production, and fulfillment through a modular
suite of supply chain services that enable customers to select the combination of services that best meet their unique
needs. Zomax’ services are delivered from twelve multifunctional facilities across North America, Mexico, Canada, and
Ireland and include the following:

o Customer Contact Services — Integrated order management, e-commerce, and teleservices for Zomax clients and
their customers to support revenue growth.

o Sourcing Services — Global procurement and material management services to decrease costs and ensure quality.
Examples include a range of technology, packaging, print, displays, manuals, and other product related items.

o Production Services — Media replication, manufacturing, and print services for consistent products and scalable
supply. Includes CD/DVD manufacturing with ISC standard processes for high quality and efficient production.



e Assembly/Kitting Services — JIT services optimize inventory levels, product mix, and volume to meet customer
demand. Zomax manages the entire process and supports various assembly models, inventory management
processes and near site or remote site locations.

e Fulfillment Services — Physical or electronic distribution to ensure timely delivery to the channel, retailer or end-
customer. Includes a range of warehousing services, EDI capabilities to major retailers, and logistics management
Services.

o Returns Management Services — Reverse logistics services ranging from damaged product to finished goods returns.

In 2002, Zomax also completed a strategic partnership with Intraware to incorporate Electronic Software Delivery
(ESD) as part of the solutions offered in 2003 and beyond. The need for faster product delivery and lower costs are
driving the demand for these types of services which augment Zomax’ traditional service offering.

With the breadth and modularity of Zomax’ services, customers can choose to outsource some or all of their supply
chain functions in bringing their products and content to market. In all cases, Zomax’ account and project management
organizations maintain regular contact with customers and coordinate all services provided.

Customers, Markets and Sales

Zomax markets and sells outsourced supply chain services to a variety of customers. Historically, the Company has
derived the majority of its revenue from customers in the computer hardware manufacturing and software publishing
industries. The Company currently services a broad customer base in these industry segments including Microsoft®,
Dell®, AOL®, Logitech®, Apple® and Hewlett Packard®.

In late 2002, Zomax increased the size of its sales and marketing staff to continue to expand in the industries it
serves and penetrate into new markets. In 2003, the company will focus on additional expansion in industries that have the
common and growing need to bring large volumes of products and/or content to market more efficiently. These include
industries where Zomax has experience and proven customer examples including consumer electronics, marketing services,
and corporate information services.

Zomax employs a direct sales staff that is responsible for maintaining relationships with existing customers and
developing new business relationships. The Company also employs a project management staff that is responsible for
ensuring that each order is processed on a timely basis, all required support materials are in place, and desired quality
levels are achieved. Each customer account is assigned one or more project managers to provide daily contact with the
customer, coordinate the purchase and manufacture of all necessary materials, adapt to order changes, and generally act
as liaison with the customer.

Zomax is also an authorized replicator of Microsoft, which allows the Company to replicate Microsoft products for any
authorized distributor. The Company is also authorized to perform fulfillment services for Microsoft licensed OEMs.
These arrangements are pursuant to annual agreements with Microsoft. The Company expects, but cannot guarantee, that
these agreements will be renewed. The Company also provides replication, telemarketing and fulfillment services for
certain Microsoft programs under a two-year Master Services Agreement, which expires in June 2003. The Company
expects, but cannot guarantee, that this agreement will be renewed. During 2002, 2001, and 2000, revenues derived from
all of Microsoft activities accounted for 20%, 35%, and 40%, respectively, of the Company’s consolidated revenue. This
downward trend is primarily due to the maturing nature of these programs.

Financial information about the Company’s geographic segments is presented in Note 12 to the Consolidated Financial
Statements included in Item 8 of this Form 10-K.

Competition

The supply chain service industry is highly competitive and is experiencing consolidation. Zomax competes primarily
with supply chain service providers and, to a lesser extent, with media replicators and Third Party Logistics companies.
Each of these producers generally services a defined set of customer needs.

e Supply Chain Qutsourced Service Providers. Participants in this segment include companies such as Zomax,
Arvato (a division of Bertlesman AG), Cinram International Inc., Startek Corporation, SalesLink, Modus Media
International, and Metatec Corporation. Independent service providers generally have the ability to handle large
volume requirements and have varying degrees of service capability.
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© Media Replicators. Several media replicators have expanded their solutions to include additional supply chain
services such as distribution or returns management. Many companies in this segment do not have complete
solutions in comparison to Zomax. This includes Customer Contact Services and ESD.

o Third Party Logistics Organizations. Zomax competes with some participants in this market. Core services for
these companies are distribution and logistics but they have recently expanded their services to provide a broader set
of supply chain capabilities.

o Printing and Packaging Firms. Organizations such as Banta, [PC and Q-Media started in the printing or packaging
market and expanded their services to include other aspects of the supply chain. These organizations lack key
capabilities such as media replication and Contact Center Services. Some of these companies are also partners of
Zomax and provide printing and packaging services for customers.

Many of the Company’s national and regional competitors are larger and more established with greater financial and
other resources than the Company, particularly as consolidation in the industry continues. As a result, such competitors
may be able to respond more quickly to market changes or to devote greater resources to the manufacture, promotion, and
sale of their products and services than the Company. Alternatively, other competitors have weak financial status in
comparison to Zomax. As financial strength becomes a key decision making component for customers, Zomax’ financial
position becomes an advantage over these competitors.

The Company believes that it competes favorably with its competitors with respect to quality, service, reliability, price,
manufacturing capacity, and timely delivery of product, the principal competitive factors in this industry. The Company
also believes that customers are willing to incur additional costs for extra services. As such, to enhance its competitive
position, the Company offers a full range of value-added services to customers including sourcing, production, fulfillment,
returns management, and a range of contact center services.

Fiscal Year End

The Company’s fiscal year ends on the last Friday of the calendar year. Unless otherwise indicated, the fiscal years
ended December 27, 2002, December 28, 2001, and December 29, 2000 are referred to herein as 2002, 2001, and 2000,
respectively. '

Backlog

The Company’s business is characterized by short lead times for customer orders. For this reason and because of
the timing of orders, delivery intervals, and the possibility of customer changes in quantities and delivery schedules, the
Company’s backlog as of any particular date is not a meaningful indicator of future financial results.

Proprietary Rights

Zomax, like most other CD and DVD manufacturers, uses patented technology primarily under nonexclusive licenses.
These licenses generally provide for the payment of royalties based upon the number, size and use of CDs and DVDs sold
and terminate either upon the expiration of the patents being licensed or on a certain date. If the Company is unable to
maintain these licenses, it could have a material adverse effect on the Company’s results of operations.

Seasonality

The demand for CDs and related services is seasonal, with demand increasing in the fall due to the new school year and
holiday season purchases. This seasonality could result in significant quarterly variations in financial results, with fourth
quarter generally being the strongest in terms of revenue.

Employees
The Company has approximately 1,150 full-time employees and hires additional employees on a temporary basis to

perform manufacturing-related services as the need arises. The Company believes that its relations with its employees are
good. None of the Company’s employees is covered by a collective bargaining agreement.



Available Information

See the Company’s web site at www.zomax.com for additional information regarding the Company and its products

and services. All reports filed electronically by Zomax with the Securities and Exchange Commission (“SEC”),
| including its annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, proxy and
| information statements, other information and amendments to those reports filed (if applicable), are available by
contacting the Company’s Investor Relations at investorrelations @zomax.com or (763) 553-9300. These filings are also
accessible on the SEC’s web site at www.sec.gov. The public may read and copy any materials filed by the Company
with the SEC at the SEC’s Public Reference Room at 450 Fifth Street, NW, Washington, DC 20549. The public may
obtain information for the Public Reference Room by calling the SEC at 1-800-SEC-0330.

Cautionary Statement for Purposes of the “Safe Harbor” Provisions of the Private Securities Litigation Reform
Act of 1995

The foregoing discussion and the discussion contained in Item 7 of this Form 10-XK contain various “forward-
looking statements” within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of
the Securities Exchange Act of 1934, as amended. Forward-looking statements are based on current expectations or
beliefs concerning future events. Such statements can be identified by the use of terminology such as “anticipate,”
“believe,” “estimate,” “expect,” “intend,” “may,” “could,” “possible,” “plan,” “project,” “will,” “forecast” and similar
words or expressions. The Company’s forward-looking statements generally relate to its growth strategy, financial
results, sales efforts, acquisition plans and cash requirements. There are certain important factors that could cause results
to differ materially from those anticipated by some of the statements made herein. Investors are cautioned that all

forward-looking statements involve risks and uncertainties.
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Although it is not possible to foresee all of the factors that may cause actual results to differ from the Company’s
forward-looking statements, such factors include, among others:

o the ability of the Company to effectively compete in an intensely competitive environment;

e the Company’s dependence on a small number of key customers in the personal computer hardware and
software industries;

e the ability of the Company to maintain its status as a Microsoft Authorized Replicator;
the ability of the Company to respond to declining market demand and unit prices resulting from the economic
slowdown in the personal computer hardware and software industries;

o the ability of the Company to meet its customers’ increasing security requirements regarding their intellectual
property, inventory and other assets;

e the Company’s ability to attract and retain a skilled and qualified workforce in diverse locations at acceptable
costs;

e  risks associated with establishing and maintaining international operations;

e the Company’s dependence on its ability to maintain licenses to use patented technology in its manufacturing
operations; and

e the development and rate of market acceptance of new electronic media products or technologies, including
DVD and electronic software downloading services, and other media storage techniques.

The Company undertakes no obligation to update any forward-looking statements, but investors are advised to
consult any further disclosures by the Company on this subject in its filings with the Securities and Exchange
Commission, especially on Forms 10-K, 10-Q and 8-K (if any), in which the Company discusses in more detail various
important factors that could cause actual results to differ from expected or historical results. It is not possible to foresee
or identify all such factors. As such, investors should not consider any list of such factors to be an exhaustive statement
of all risks, uncertainties or potentially inaccurate assumptions.




ITEM 2. PROPERTIES

The Company leases facilities in the U.S. and Europe and owns property in Canada. The following table sets forth
information about the Company’s facilities. Management believes its facilities are adequate for the Company for the
foreseeable future.

Approximate Lease
Location Square Feet Expiration Activities

Arnprior, Canada 158,000 Owned Print management, mastering, replication,
printing, packaging, warchousing and
distribution.

Concord, California 30,000 2008 Customer contact center

Dublin, Ireland 139,000 2016 -2028 Y Customer contact center, print
management, mastering, replication,
printing, packaging, warchousing,
fulfillment, distribution and RMA
processing

Fremont, California 153,000 2006 Print management, mastering, replication,
printing, packaging, warehousing,
fulfillment and distribution.

Indianapolis, Indiana 91,000 2003 Packaging, fulfillment, distribution and
RMA processing

Minneapolis, Minnesota 155,000 2003 - 2004 ®  Graphic design, print management,

mastering, replication, printing,
packaging, warchousing, fulfillment,
distribution, RMA processing and
Corporate offices.

(1) Includes leases for two different sites.
(2) Includes leases for three sites, one of which is a lease for 82,000 square feet, with Nathan Lane Partnership LLP
(described below), which expires in 2003 with an option to extend for an additional term of three years.

The Company leases a facility comprised of manufacturing, office and warehouse space in Minneapolis, Minnesota
from Nathan Lane Limited Partnership, a Minnesota limited liability partnership of which Mr. Phillip T. Levin, a director of
Zomax, owns a one-third interest. Pursuant to this lease, as amended, the Company leases approximately 82,000 square feet
at a base rent of $7.93 per net rentable square foot per annum. The Company is also obligated to pay all taxes and operating
expenses of this facility.

ITEM 3. LEGAL PROCEEDINGS

On February 21, 2002, the Company signed an Asset Purchase Agreement (“APA”) to purchase the business and
substantially all the assets of Software Logistics Corporation (“iLogistix”). iLogistix provides supply chain services to
technology companies and has operating facilities in the United States, Netherlands, Singapore, Taiwan, Mexico, Ireland
and Brazil.

The closing of the transaction was scheduled for February 28, 2002, subject to significant closing conditions. As of
March 19, 2002, certain significant conditions to closing were not satisfied by iLogistix; therefore, the Company
terminated the APA. The Company incurred and expensed transaction costs of $1.3 million, net of tax, or approximately
$.04 cents per share. The Company also deposited $3.9 million in an escrow account, which the Company believes
iLogistix is required to refund with interest. This escrow is recorded in other current assets in the Company’s
consolidated balance sheet.

On March 19, 2002, iLogistix filed a lawsuit in a United States Bankruptcy Court for specific performance under the

APA and for unspecified damages and declaratory relief. Subsequently, iLogistix dismissed its claim for specific
performance. The Company has submitted an answer to iLogistix’ legal action averring that the APA had been properly
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terminated and that the legal action by iLogistix is without merit.

On July 11, 2002, iLogistix sold substantially all of its assets to CMGI for consideration in excess of the amount
under the Zomax contract. Zomax has demanded a return of the $3.9 million deposit, accrued interest, payment of
certain legal fees and payment of the break-up fee.

On or about October 28, 2002 the Bankruptcy Court granted Zomax authority to file a counterclaim in the adversary
proceeding, including, in particular, claims for a break-up fee and attorney’s fees. On December 26, 2002, Zomax filed a
motion for summary judgment in the case with the Court.

On March 13, 2003, Zomax and iLogistix reached a settlement whereby the $3.9 million deposit, plus all accrued
interest thereon, will be paid to Zomax, and both parties will drop all other claims and actions arising out of the APA.
This settlement agreement will be presented to the Court at a hearing scheduled for April 3, 2003. If, as expected, the
settlement agreement is approved by the Court, the deposit plus accrued interest would be returned soon thereafter.

The Company previously announced that the Securities and Exchange Commission is conducting a preliminary
investigation into the trading of Zomax securities by insiders. The Company is cooperating with the SEC in its
investigation. The SEC has not indicated when it expects the investigation to be concluded.

The Company is involved in certain other claims arising in the normal course of business. In management’s
opinion, the final resolution of these claims should not have a material adverse effect on the Company’s financial
position or results from operations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders during the fourth quarter of 2002.




PART II
ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHQLDER MATTERS
Market Information
The Company’s Common Stock is quoted on the NASDAQ Stock Market under the symbol “ZOMX.” The following
table sets forth, for the periods indicated, the high and low closing bid prices of the Company’s Common Stock. These bid

quotations represent inter-dealer prices and do not include retail mark-ups, mark-downs or commissions and may not
necessarily represent actual transactions.

2002 2001
High : Low High Low
First Quarter $ 8.22 $ 6.10 $ 7.44 $ 416
Second Quarter 7.46 3.90 8.91 344
Third Quarter 430 3.10 9.22 425
Fourth Quarter 4.50 3.22 8.90 5.01

Holders

As of March 10, 2003, there were approximately 400 record holders of the Company’s Common Stock, excluding
stockholders whose stock is held either in nominee name and/or street name brokerage accounts. Based on information
which the Compary has obtained from its transfer agent, there are approximately 14,000 stockholders of the Company’s
Common Stock whose stock is held either in nominee name and/or street name brokerage accounts.

Dividends
The Company has never declared or paid cash dividends on its capital stock and does not anticipate declaring or paying

any cash dividends in the foreseeable future. The Company intends to retain future earnings for the development of its
business.



ITEM 6. SELECTED FINANCIAL DATA

related notes thereto set forth in Item 8 of this Form 10-K.

STATEMENT OF OPERATIONS DATA:
Sales

Gross profit

Selling, general and administrative expeﬁses
Operating income (loss)
Income (loss) before income taxes
Income tax expense (benefit)
Net income (loss)
Earnings (loss) per share:
Basic

Diluted

Weighted average number of common shares
outstanding :

Basic
Diluted
BALANCE SHEET DATA:
Cash and cash equivalents
Working capital
Total assets
Long-term notes payable, net of current portion

Total shareholders’ equity

operations since the date of acquisition.

FIVE-YEAR FINANCIAL SUMMARY
(In thousands, except per share data)

The following summary information should be read in conjunction with the Consolidated Financial Statements and

2002 2001% 2000 19997 1998
$ 185,500 $216,797 $239,090 § 238,698 61,485
32,812 50,109 71,526 73,916 16,804
35,264 31,964 33,532 37,724 10,595
(2,452) 17,222 37,994 36,192 6,209
(1,252) 14,254 38,451 37,804 6,141
(573) 5,221 13,592 11,977 2,475
(679) 9,033 24,859 25,827 3,666
(0.02) 0.28 0.78 0.87 0.14
0.02) 0.27 0.74 0.79 0.13
33,050 32,364 31,915 20,662 25,470
33,050 33,152 33,529 32,692 26,926
$ 72,146 $ 74999 $ 63,577 $ 51,128 25,621
89,960 89,889 69,872 47,466 26,969
167,183 163,506 167,935 142,304 65,423
747 3,720 6,757 10,603 1,746
130,549 124,424 112,095 82,430 50,087

(1) Results of operations for the year ended December 28, 2001, include one-time charges of $2.9 million net of tax, or
$0.09 per share, for the write-off of the Company’s investment in Microgistix, and $0.6 million net of tax, or $0.02
per share, for the write-off of goodwill related to the acquisition of Trotter Technologies, Inc.

(2) In January 1999, the Company acquired the businesses and certain net assets of Kao Corporation in the United
States, Canada, Ireland and Germany. Kao’s results of operations have been included with the Company’s results of



ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Fiscal Year-Emnd

The Company’s fiscal year ends on the last Friday of the calendar year. Unless indicated otherwise, the fiscal years
ended December 27, 2002, December 28, 2001, and December 29, 2000 are referred to as 2002, 2001, and 2000,
respectively.

Application of Critical Accounting Policies

Revenue Recognition The Company records sales revenue at the time product is shipped or as services are rendered.
For certain customers, product is invoiced upon completion, with shipment occurring based on written customer
instructions. In these cases, the customer accepts title to the goods as of the date of the invoice and sales revenue is
recognized by the Company. In each case of bill and hold sales, the Company ensures that the transaction complies with
the conditions and considerations contained in Accounting and Auditing Enforcement Release No. 108 of the Securities
and Exchange Commission.

Royalties. The Company has license agreements with certain companies for the use of certain CD and DVD
manufacturing technology. The cost of these royalties is accrued based on units sold and charged to cost of sales.

Recemtly Isszed Accounting Pronouncements

In April, 2002, the Financial Accounting Standards Board ("FASB") issued Statement No. 145, "Rescission of
FASB Statements No. 4, 44 and 64, Amendment of FASB Statement No. 13, and Technical Corrections”. This
statement eliminates extraordinary accounting treatment for a gain or loss reported on the extinguishment of debt and
amends other existing authoritative pronouncements to make technical corrections, clarify meanings, or describe their
applicability under changed conditions. The provisions of this statement become effective for the Company in 2003. The
adoption of this statement is not expected to have a material impact on the Company’s financial position or results of
operations.

In June, 2002, the FASB issued Statement No. 146, "Accounting for Costs Associated with Exit or Disposal
Activities" ("SFAS No. 146"). This statement requires that the fair value of a liability associated with an exit or disposal
activity be recognized when the liability is incurred. Prior to the adoption of SFAS No. 146, certain exit costs were
recognized when a commitment was made to a restructuring plan, which may have been before the liability was incurred.
The Company adopted the provisions of this statement in 2002. The adoption of SFAS No. 146 had no impact on the
Company’s financial position or results of operations.

In November 2002, the FASB issued FASB Interpretation No. 45, “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others” (FIN 45). FIN 45 clarifies the
requirements for a guarantor’s accounting for and disclosure of certain guarantees issued and outstanding. The initial
recognition and initial measurement provisions of FIN 45 are applicable to guarantees issued or modified after December
31, 2002. The disclosure requirements of FIN 45 are effective for financial statements of interim or annual periods
ending after December 15, 2002. The adoption of FIN 45 did not impact the Company’s financial position or results of
operations.

In December, 2002, the FASB issued Statement No. 148, "Accounting for Stock-Based Compensation—Transition
and Disclosure” ("SFAS No. 148"). SFAS No. 148 presents additional alternatives for transitioning to the fair value
method of accounting for stock-based compensation, prescribes the format to be used for pro forma disclosures and
requires the inclusion of similar pro forma disclosures in interim financial statements. The provisions of SFAS No. 148
became effective for the Company in fiscal 2002. The adoption of SFAS 148 did not impact the Company’s financial
position or results of operations.
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Results of Operations

The following table sets forth certain operating data to aid in the understanding of the discussion and analysis of the
results of operations. Amounts are shown as a percentage of sales, except for income taxes, which is presented as a
percentage of income or loss before taxes.

2002 2001 2000
Sales 100.0 % 100.0 % 100.0 %
Gross profit 17.7 23.1 299
Selling, general and administrative expenses 19.0 147 14.0
Operating income (loss) (1.3) 7.9 15.9
Other income (expense) 0.6 (14) 0.2
Income tax expense (benefit) (45.8) 36.6 353
Net income (loss) 0.4) 42 10.4

2062 Compared to 2001

Net Income (Loss). The Company’s net income decreased from $9.0 million in 2001 to a net loss of $0.7 million in
2002. Diluted earnings per share declined from $0.27 in 2001 to a net loss per share of $0.02 in 2002. The decline in
earnings reflects the cumulative effect of decreased revenues and gross profit margins and increased selling, general and
administrative expenses as discussed in more detail below.

Sales. Sales decreased 14.4% to $185.5 million in 2002 from $216.8 million in 2001. The decrease is attributable to
a decline in sales to Microsoft, the Company’s largest customer, which decreased from 35% of sales in 2001 to 20% of
sales in 2002. The Company’s sales to Microsoft consist of replication, fulfillment and call center services in support of
certain Microsoft programs. These programs have been maturing over the past several years, resulting in lower levels of
service requirements from the Company. While the Company anticipates that support requirements and related revenues
associated with these Microsoft programs will continue to decline in 2003, it believes it maintains a strong relationship
with Microsoft and continues to pursue opportunities to provide additional services to this key customer.

Excluding the decline in sales to Microsoft, the Company’s revenues increased 4% from 2001 to 2002. During
2002, the Company added several new accounts to its customer base as well as increased the volume and types of
services performed for a number of existing customers. In 2002, the Company significantly increased the number of
low-priced, raw CD units sold to one major customer. This customer accounted for 30% of total units sold in 2002.
However, the effect on revenues of these increases in business activity were offset by continued declines in CD and
DVD unit prices attributable to industry over-capacity and declining demand for CD media. The Company expects these
factors will continue to exert downward pressures on pricing in 2003.

Gross Profit. Gross profit decreased to 17.7% of sales in 2002 from 23.1% of sales in 2001. This decrease reflects
a decline in total sales relative to the fixed nature of certain costs included in cost of sales, continued unit price
deterioration of CD and DVD media and a continued shift in the Company’s product mix to products that contain a
higher content of low margin packaging materials. Pricing pressures and product mix changes are expected to continue
to exert downward pressure on the Company’s gross profit margins in 2003.

In the Company’s Form 10-Q for the quarter ended September 27, 2002, the Company reported that it was in the
final stages of negotiations with Philips Corporation for a reduction in the royalty rate available under Philips’
Compliance Reward Program. The Company expected these negotiations to be completed by December 27, 2002 and
that the reduced rates would be retroactive to July 1, 2002. These expectations were based on the Company’s assessment
of the status of the negotiations as well assurances to this effect from Philips. The Company did not complete these
negotiations as of year-end and adjusted its Philips royalty rates for all of 2002 to those in effect under the existing
agreement. As a result, fourth quarter cost of sales includes approximately $700,000 of royalty expenses related to the
third quarter. While these negotiations are ongoing, the Company can not guarantee that it will reach agreement for a
reduction in the Philips royalty rate. The Company’s inability to successfully complete these negotiations could result in
further downward pressure on the Company’s gross profit margins as CD and DVD unit prices have begun to reflect the
anticipated reduction in costs associated with this change in the royalty rates.

Selling, General and Administrative (SG&A) Expenses. SG&A expenses increased 10.3% to $35.3 million in 2002
from $32.0 million in 2001. The increase is the result of approximately $2.2 million in legal and other costs associated

S11-



with potential acquisition opportunities pursued in the first half of 2002 and a $1.3 million write-down of the Company’s
existing call center software systems as a result of the replacement of those systems that began in the fourth quarter of
2002. Excluding these unusual items, SG&A expenses declined slightly in 2002 from 2001.

Other Income and Expense. Interest income decreased to $1.4 million in 2002 from $2.7 million in 2001. This
decrease reflects the decline in interest rates earned on the Company’s investments. Interest expense declined to $0.2
million in 2002 from $0.6 million in 2001 as a result of lower outstanding borrowings and lower interest rates.

In the fourth quarter of 2001, the Company wrote-off its remaining $4.4 million investment in an unconsolidated
entity, Microgistix, on the basis that Microgistix’ historical operating results and cash flow requirements could not
justify the Company’s carrying value of this investment. As a result of this write-down, the Company did not recognize
any portion of Microgistix 2002 losses in the current year

Income Taxes. The effective income tax rate for 2002 was 45.8%, compared to 36.6% in 2001. Due to the decline
in earnings before income taxes, income and deductions that are permanently treated differently for book and tax
purposes have a larger relative effect’in 2002 than in 2001 when measured as a percentage of the lower 2002 pretax
results. '

2001 Compared to 2000

Net Income. Net income for 2001 decreased 63.7% to $9.0 million compared to $24.9 million in 2000. Diluted
earnings per share declined to $0.27 per share in 2001 from $0.74 per share in 2000. As discussed in more detail below,
the decline in earnings reflects the decreased revenues and gross profit margins partially offset by a decrease in selling,
general and administrative expenses.

Sales. Sales decreased 9.3% to $216.8 million in 2001 from to $239.1 million in 2000. The decrease resulted from
a 9.6% decrease in CD and DVD related sales. This decrease primarily relates to unit volume decreasing by 18.0%
during 2001 offset by the average unit price increasing 9.9% due to the Company performing more value added services
for customers. Revenues in 2001 were negatively affected by the slowdown in personal computer and software spending
and worldwide economic uncertainty.

Gross Profit. Gross profit as a percentage of sales was 23.1% in 2001 and 29.9% in 2000. The gross profit
percentage decrease was primarily due to the Company’s sales mix and pricing pressures. The Company’s sales mix for
2001 included an increase in lower margin materials and freight billings, while fixed costs increased as a percentage of
sales due to CD/DVD manufacturing capacity completed in 2000 and manufacturing operating at lower utilizations.
These increases were partially offset by a decrease in the amount of outsourced production, which is more costly than
CDs produced internally. The Company outsources its CD production when customer orders exceed its production
capabilities. The Company outsourced 2% of its CD production in 2001 and 7% in 2000.

Selling, General and Administrative (SG&A) Expenses. SG&A expenses as a percentage of sales were 14.7% in
2001 and 14.0% in 2000. SG&A expenses decreased $1.5 million to $32.0 million in 2001 from $33.5 million in 2000.
The decrease in dollars was achieved through operational efficiencies and cost containment measures implemented in
2001.

Impairment of Goodwill. The Company analyzed projected undiscounted cash flows and determined that goodwill
associated with the 1997 purchase of Trotter Technologies, Inc. was impaired. Accordingly, the Company charged to
earnings the entire amount of unamortized goodwill of approximately $0.9 million in 2001. The write-down of the
goodwill was based on an analysis of projected discounted cash flows, which were no longer deemed adequate to support
the value of goodwill associated with the business.

Equity in Losses of Unconsolidated Entity. During 2001, the Company recognized a loss of $0.6 million from its
equity investment in Microgistix, compared to a $1.4 million loss in 2000. The losses represent the Company’s share of
Microgistix losses and the amortization of the Company’s excess purchase price of the Microgistix common stock
acquired over the fair value of the underlying net assets acquired.

Impairment of Investment in Unconsolidated Entity. In December 2001, the Company wrote off its remaining
investment in Microgistix, which amounted to $4.4 million. Based on Microgistix’ historical operating results and cash
flow requirements, the Company could not foresee that it would be able to recover the carrying amount of its investment
in Microgistix or that Microgistix has the ability to sustain an earnings capacity which would justify the carrying amount
of the investment.
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Interest Income and Expense. Interest income was $2.7 million and $3.2 million for 2001 and 2000, respectively.
Interest expense was $0.6 million and $1.1 million for 2001 and 2000, respectively. Interest income decreased due to
lower interest rates. Interest expense decreased as a result of lower outstanding loan balances and lower interest rates.

Income Tax Expense (Benefit). The effective income tax rate for 2001 was 36.6% compared to 35.3% in 2000. The
increase in the effective tax rate is due primarily to a lower amount of income from Ireland, which has a lower effective
tax rate.

Liguidity and Capital Resources

Cash and Cash Equivalents. At the end of 2002, cash and cash equivalents totaled $72.1 million, a decrease of $2.9
million from 2001. Despite the Company’s net loss in 2002, the Company generated $8.9 million of cash from
operations, a decrease of $8.2 million from the $17.1 million generated in 2001. This decrease was primarily due to the
decrease in net earnings as discussed above.

Cash used in investing activities in 2002 was $11.9 million, including a $5.0 million minority investment in
Intraware, a leading provider of electronic software delivery services, and a $3.9 million escrow deposit related to the
iLogistix acquisition that was subsequently terminated. (See Item 3 of this Form 10-K.) The Company expects return of
this deposit in the first half of 2003. Capital expenditures in 2002 totaled $3.0 million, a decrease of $1.9 million from
2001. In the fourth quarter of 2002, the Company’s Board of Directors approved a $4.5 million capital expenditure plan
related to upgrades to the Company’s call center systems and an increase in DVD replication capacity. These upgrades
represented a significant portion of the Company’s capital expenditures in 2002 and are expected to continue into the
third quarter of 2003.

Net cash used in financing activities in 2002 was $2.2 million, a decrease from the $0.3 million of cash provided by
these activities in 2001. This change is attributable to a decline in proceeds from employee exercises of stock option
grants. In the fourth quarter of 2002, the Board of Directors approved a Stock Buy-back Program to expend up to $10.0
million to repurchase the Company’s stock in the open market. The Company repurchased 118,300 shares for a total
cost of $0.5 million under this program in 2002. In the first quarter of 2003, the Company repurchased a total of 761,900
shares for a total cost of $2.6 million. The timing and extent of future repurchases under this program will vary based on
market conditions as well as regulatory limitations imposed on such programs.

Changes in foreign currency exchange rates had a $2.4 million positive impact on reported cash balances in 2002
due to the decline during the year in the value of the U.S. dollar relative to the Euro, the functional currency of the
Company’s Ireland operations.

Working Capital and Liquidity. Working capital totaled $90.0 million, $89.9 million and $69.9 million at the end of
2002, 2001 and 2000, respectively. The Company’s primary source of working capital continues to be cash and cash
equivalent balances as described above. In addition, the Company has a revolving line of credit facility with available
borrowings up to $25.0 million. Borrowings under this facility are limited to an amount based on a formula using

eligible accounts receivable and inventories. There were no borrowings outstanding under the revolving line of credit
facility at the end of 2002, 2001 or 2000.

At the end of 2002, 2001 and 2000, the Company had total outstanding debt of $3.7 million, $6.7 million and $10.5
million, respectively. The Company’s future payments of long-term debt and operating leases as of the end of 2002 are
as follows (in millions):

Less than 2to3 4to 5 After
1 Year Years Years 5 Years Total
Long-term debt $ 30 8 7 3 — $ — 3 3.7
Operating leases 4.7 6.9 5.0 26.2 42.8
Total $ 77 $ 76 § 50 § 262 $ 465

Future liquidity needs will depend on, among other factors, the timing of capital expenditures, expenditures in
connection with possible acquisitions, changes in customer order volume and the timing and collection of receivables.
The Company believes that existing cash balances, anticipated cash flow from operations and amounts available under
existing credit facilities will be sufficient to fund its operations for the foreseeable future.
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Market Risk

Foreign Currency. A portion of the Company’s operations are located in Ireland and Canada. A majority of the
Company’s sales from its Canadian operations, and a portion of the related costs, are denominated in US dollars. Asa
result, the Company has limited exposure to the Canadian currency. The majority of sales revenues and related costs in
its Ireland operations are denominated in Euros. Foreign currency transaction gains and losses are reflected in the
Company’s financial statements and have historically not been material to the company’s results of operations or
financial condition. However, the Company anticipates it will continue to incur exchange gains and losses from foreign
operations in the future which may be significant depending on factors such as changes in foreign currency or weak
economic conditions in foreign markets. In addition, sales of products and services are directly impacted by the value of
the U.S. dollar relative to other currencies.

Interest. As of December 27, 2002, the Company had total outstanding debt of $3.7 million, with interest rates that
are tied to the prime rate or LIBOR. Therefore, the Company is exposed to interest rate risk for these borrowings based
on fluctuations in the interest rates. Based upon the outstanding indebtedness as of December 27, 2002, an increase in
the interest rates of 1.0% would cause a corresponding increase in annual interest expense of less than $0.1 million.

Inflation

Historically, inflation has not had a material impact on the Company. The cost of the Company’s products is
influenced by the cost of raw materials and labor. There can be no assurance that the Company will be able to pass on
any increased material and labor costs to its customers in the future.

Cutlook

This section should be read in conjunction with the section titled “Cautionary Statement for Purposes of the “Safe
Harbor” Provisions of the Private Securities Litigation Reform Act of 1995” included in Part [ of this Form 10-K

The Company believes that worldwide demand for CDs and its other services has declined due to the economic
slowdown in the personal computer hardware and software markets and the continuing uncertainty in the worldwide
economy. Pricing strategies of competitors and general economic factors affecting demand in the personal computer
hardware and software industry directly impact the Company. In addition, a substantial part of the Company’s revenue
and unit volume is derived from a small number of key customers in these industries, including Microsoft and ACL, and
revenues and operating income will be significantly lower than expected if the Company cannot retain these customers.

Unit prices will likely continue to decline due to the overcapacity in the industry. If market demand and unit prices
continue to decline, the Company’s revenues will be directly and adversely impacted and capacities will be further
underutilized. In addition, if the Company does not respond rapidly to technological changes, it is subject to the loss of
some of its customer base, which will materially and adversely effect revenue.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

See “Market Risk” and “Outlook” under Item 7 above.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Report of Independent Auditors

To the Board of Directors and Shareholders of
Zomax Incorporated

We have audited the accompanying consolidated balance sheet of Zomax Incorporated and Subsidiaries (the
Company) as of December 27, 2002, and the related consolidated statements of operations, shareholders' equity, and
cash flows for the year then ended. These financial statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements based on our audit. The financial statements of the
Company as of and for the year ended December 28, 2001 and for the year ended December 29, 2000, were audited by
other auditors who have ceased operations. Those auditors expressed an unqualified opinion on those financial
statements in their report dated January 25, 2002.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial position of the
Company as of December 27, 2002, and the results of its operations and its cash flows for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

/s/ Deloitte & Touche LLP

Minneapolis, Minnesota
February 18, 2003

Notice: The following report is a copy of a report previously issued by Arthur Andersen LLP (“Andersen”). This report
relates to prior years’ financial statements and has not been reissued by Andersen.

Report of Independent Public Accoumntants
To Zomax Incorporated:

We have audited the accompanying consolidated balance sheets of Zomax Incorporated (a Minnesota corporation)
and Subsidiaries as of December 28, 2001 and December 29, 2000, and the related consolidated statements of operations,
shareholders’ equity and cash flows for each of the three years in the period ended December 28, 2001. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Zomax Incorporated and Subsidiaries as of December 28, 2001 and December 29, 2000, and the
results of their operations and their cash flows for each of the three years in the period ended December 28, 2001, in
conformity with accounting principles generally accepted in the United States.

/s/ Arthur Andersen LLP

Minneapolis, Minnesota,
January 25, 2002
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ZOMAX INCORPORATED
CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

Sales

Cost of sales

Graoss profit
Selling, general and administrative expenses

Impairment of goodwill

Operating income (loss)

Other income (expense):
Equity in losses of unconsolidated entity
Impairment of investment in unconsolidated entity
Interest expense
Interest income
QOther, net

Income (loss) before income taxes

Income tax expense (benefit)

Net income (loss)

Earnings (loss) per share:
Basic

Diluted

Weighted average common shares outstanding:
Basic
Dilutive effect of stock options and warrants
Diluted

See notes to consolidated financial statements.
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Year Ended

2002 2001 2000
$ 185500 $ 216,797 $ 239,090
152,688 166,688 167,564
32,812 50,109 71,526
35,264 31,964 33,532
— 923 —
(2,452) 17,222 37,994
— (631) (1,416)
— (4,400) —
(228) (577) (1,103)
1,423 2,651 3,225
5 (11) (249)
(1,252) 14,254 38,451
(573) 5,221 13,592
$ (679) $ 9,033 $ 24,859
0.02) $ 0.28 0.78
0.02) $ 0.27 0.74
33,050 32,364 31,915
— 788 1,614
33,050 33,152 33,529




ZOMAX INCORPORATED
CONSOLIDATED BALANCE SHEETS

(Im thousands)
2002 2001
. ASSETS
" Current Assets:

Cash and cash equivalents $ 72,146 $ 74,999

Accounts receivable, net of allowance of $1,937 in 2002
and $2,234 in 2001 32,785 30,328
Inventories 9,712 11,142
Deferred income taxes 2,555 3,183
Other current assets 8,025 3,855
Total current assets 125,223 123,507
Property and Equipment, net 34,947 39,913
Investment in Available-For-Sale Securities 7,013 —_
Other Assets — 86

$ 167,183 § 163,506

LIABILITIES AND SHAREHOLDERS® EQUITY

Current Liabilities:
Current portion of notes payable $ 2,989 $ 2,976
Accounts payable 14,333 12,964
Accrued expenses 17,422 13,961
Income taxes payable 519 3,717
Total current liabilities 35,263 33,618
Long-Term Notes Payable, net of current portion 747 3,720
Deferred Income Taxes 624 1,744
Total liabilities 36,634 39,082

Commitments and Contingencies

Shareholders’ Equity:
Common stock, no par value, 100,000 shares authorized; 33,028 and

32,833 shares issued and outstanding in 2002 and 2001, respectively 64,071 63,214
Retained earnings 66,447 67,126
Accumulated other comprehensive income (loss) 31 (5,916)

Total shareholders’ equity 130,549 124,424

$ 167,183 § 163,506

See notes to consolidated financial statements.
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ZOMAX INCORPORATED
CONSOLIDATED STATEMENTS OF SHAREHCLDERS’ EQUITY
(In thousands)

Accumulated

Other Total
Common Stock Retained Comprehensive Shareholders’
Shares Amount Earnings Income (Loss) Equity
Balance, December 31, 1999 30,966 $ 51,953 § 33,234 § 2,757) $ 82,430
Net income — — 24,859 — 24,859
Translation adjustments _— — —_ (1,697) (1,697)
Common stock issued under
employee stock
purchase plan 143 1,412 — — 1,412
Common stock issued upon
exercise of stock options 1,428 3,031 — — 3,031
Tax benefit realized from
exercise of stock options — 7,100 — — 7,100
Common stock repurchases (800) (5,040) — — (5,040)
Balance, December 29, 2600 31,737 58,456 58,093 (4,454) 112,095
Net income — — 9,033 — 9,033
Translation adjustments — — — (1,462) (1,462)
Common stock issued under
employee stock
purchase plan 339 1,311 — — 1,311
Common stock issued upon
exercise of stock options
and warrants 757 2,756 — — 2,756
Tax benefit realized from
exercise of stock options — 430 — — 430
Stock compensation expense — 261 — — 261
Balance, December 28, 2001 32,833 63,214 67,126 (5,916) 124,424
Net loss — — (679) — (679)
Unrealized holding gain on
available-for-sale
securities, net of tax —_ — — 1,275 1,275
Translation adjustments — —_ — 4,672 4,672
Common stock issued under
employee stock
purchase plan 188 873 — — 873
Common stock issued upon
exercise of stock options 125 322 — — 322
Tax benefit realized from
exercise of stock options — 158 — — 158
Common stock repurchases (118) (464) — — (464)
Stock compensation expense — (32) — — (32)
Balance, December 27, 2002 33,028 $ 64,071 66,447 $ 31 $ 130,549
See notes to consolidated financial statements.
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ZOMAX INCORPORATED
CONSOLIDATED STATEMENTS OF CASH FLOW

(Im thousands)
Year Ended
2002 2001 2000
Operating Activities:
Net income (loss) 679) $ 9,033 $ 24,859
Adjustments to reconcile net income or loss to net
cash provided by operating activities:
Depreciation and amortization 8,349 10,443 9,758
Stock compensation expenses (32) 261 —
Write-down of property and equipment and
goodwill 1,352 923 —
Equity in losses of unconsolidated entity — 631 1,416
Impairment of investment in unconsolidated
entity — 4,400 —
Foreign currency exchange — 11 249
Tax benefits from employee stock option plan 158 430 7,100
Deferred income taxes 473) (2,352) 1,179
Changes in operating assets and liabilities:
Accounts receivable (1,423) 1,265 (4,504)
Inventories 1,651 2,739 (4,493)
Other current assets 96) (290) (1,021)
Accounts payable 869 (8,642) 2,615
Accrued expenses 3,120 (2,261) (5,832)
Income taxes payable (3,916) 475 1,533
Net cash provided by operating activities 8,880 17,066 32,859
Investing Activities:
Purchase of property and equipment (2,950) (4,934) (14,283)
Investment in Intraware (5,019) — —
Escrow deposit on terminated acquisition (3,902) — —
Change in other assets — (15) 44)
Net cash used in investing activities (11,871) (4,949) (14,327)
Financing Activities:
Repayment of notes payable (2,973) (3,778) (4,123)
Repurchase of common stock (464) — (5,040)
Issuance of common stock, net 1,195 4,067 4,443
Net cash provided by (used in)
financing activities (2,242) 289 4,720)
Effect of exchange rate changes on cash and cash
equivalents 2,380 (984) (1,363)
Net increase (decrease) in cash and cash
equivalents (2,853) 11,422 12,449
Cash and cash equivalents, beginning of year 74,999 63,577 51,128
Cash and Cash Equivalents, End of Year 72,146 $ 74,999 § 63,577

See notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation. The consolidated financial statements include the accounts of the Company and its
wholly-owned subsidiaries. All material intercompany accounts and transactions have been eliminated in consolidation.

Fiscal Year-End. The Company’s fiscal year ends on the last Friday of the calendar year. The fiscal years ended
December 27, 2002, December 28, 2001, and December 29, 2000 are referred to as 2002, 2001, and 2000, respectively,
in the consolidated financial statements and notes thereto.

Use of Estimates. The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during
the reporting period. Actual results could differ from those estimates.

Revenue Recognition. The Company records sales revenue at the time product is shipped or as services are
rendered. For certain customers, product is invoiced upon completion, with shipment occurring based on written
customer instructions. In these cases, the customer accepts title to the goods as of the date of the invoice and sales
revenue is recognized by the Company. In each case of bill and hold sales, the Company ensures that the transaction
complies with the conditions and considerations contained in Staff Accounting Bulletin No. 101 and Accounting and
Auditing Enforcement Release No. 108 of the Securities and Exchange Commission. In 2002, 2001 and 2000, one
customer accounted for 20%, 35% and 40%, respectively, of the Company’s consolidated sales.

Cost of Sales. The Company includes direct labor, direct materials, royaIties and production overhead, which
includes shipping costs, in cost of sales on the consolidated statements of operations.

Royalties. The Company has license agreements with certain companies for the use of certain CD and DVD
manufacturing technology. The cost of these royalties is accrued based on units sold and charged to cost of sales.

Income Taxes. The Company and its subsidiaries file a consolidated federal income tax return and separate state and
foreign returns. Deferred income taxes are provided for differences between the tax basis of assets and liabilities and
their carrying amounts for financial reporting purposes, based on the expected income tax rates for the year in which
these temporary differences are expected to reverse. Foreign net operating loss carryforwards may be carried forward
indefinitely.

Earnings (Loss) Per Share. Basic earnings per share (EPS) is computed by dividing net income or loss by the
weighted average number of common shares outstanding during the year. Diluted EPS is computed by dividing net
income by the sum of the weighted average number of common shares outstanding plus all additional common shares
that would have been outstanding if potentially dilutive common shares related to stock options and warrants had been
issued. In years in which the Company experiences a net loss, basic EPS and diluted EPS will be the same as the
potential shares issued related to stock options are anti-dilutive. Potential common shares of 3,674,000, 671,000, and
654,000 related to the Company’s outstanding stock options were excluded from the computation of diluted earnings per
share for 2002, 2001 and 2000, respectively, as inclusion of these shares would have been anti-dilutive.

Cash and Cash Equivalents. Cash and cash equivalents consist primarily of highly liquid short-term investments
with original maturities of 90 days or less and are recorded at cost, which approximates market value.

Inventories. Inventories, consisting of material, labor and overhead, are stated at the lower of first-in, first-out cost
or market.

Property and Equipment. Property and equipment are stated at cost less accumulated depreciation. Repairs and
maintenance are charged to expense as incurred, while significant improvements are capitalized. Depreciation is
calculated using the straight-line method for financial reporting purposes over estimated useful lives of three to thirty
years, or in the case of leasehold improvements, the term of the lease, if shorter. Both straight-line and accelerated
depreciation methods of depreciation are used for income tax purposes. Depreciation expense totaled approximately
$8,349,000 in 2002, $10,363,000 in 2001, and $9,678,000 in 2000.

Warranty. The Company generally warrants to all customers that the goods sold by it will be free from defects in
materials and workmanship. If it is determined that the goods sold are defective, the Company typically repairs or
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replaces such goods. The cost of these repairs or replacements have not had a material effect on the Company’s financial
condition, results of operations or cash flows.

Fair Value of Financial Instruments. The financial instruments with which the Company is involved are primarily
of a traditional nature. For most instruments, including cash, receivables, accounts payable, accrued expenses and short-
term debt, the Company believes that the carrying amounts approximate fair value because of their short-term nature.
The carrying value of long-term debt approximated fair value as of December 27, 2002 and December 28, 2001. The
fair values are based on current rates available to the Company.

Long-Lived Assets. Long-lived assets, such as property and equipment, are evaluated for impairment when events or
changes in circumstances indicate that the carrying amount of the assets may not be recoverable through the estimated
undiscounted future cash flows from the use of these assets. If any such impairment exists, the related assets would be
written down to fair value.

As aresult of a slowdown in the Company’s Returns Management and Authorization (RMA) processing business in
the second half of 2001, the Company analyzed projected undiscounted cash flows and determined that goodwill
associated with the 1997 purchase of Trotter Technologies, Inc. was impaired. Accordingly, the Company charged to
earnings the entire amount of unamortized goodwill of approximately $923,000 in 2001. Excluding the write-off in
2001, amortization expense totaled $80,000 in 2001 and $80,000 in 2000.

Stock Options. The Company accounts for its stock option grants under Accounting Principles Board Opinion
No. 25, “Accounting for Stock Issued to Employees.” Since options have been granted at not less than the market value
on the date of grant, no compensation expense has been recognized for the stock options granted. As discussed in Note 7,
the Company. has a 1996 Stock Option Plan and an Employee Stock Purchase Plan. Had the compensation cost of option
grants been determined consistent with SFAS No. 123, “Accounting for Stock-Based Compensation,” as amended by
SFAS No. 148, Accounting for Stock-Based Compensation—Transition and Disclosure”, the Company’s income and
EPS, on a pro forma basis, would have been reported as follows (in thousands, except per share data):

2002 2001 2000

Net income (loss):

As reported $ (679) $ 9,033 $ 24,859

Pro forma $  (2,945) $ 6,193 $ 24,122
Basic EPS:

As reported $ (0.02) $ 0.28 $ 0.78

Pro forma $  (0.09) $ 0.19 0.76
Diluted EPS:

As reported $  (0.02) $ 0.27 $ 0.74

Pro forma $ (009 $ 0.19 3 0.72

In determining the compensation cost of the options granted, as specified by SFAS No. 123, the fair value of each
option grant has been estimated on the date of grant using the Black-Scholes option pricing model. The weighted average
assumptions vsed in these calculations are summarized below:

2002 2001 2000
Risk-free interest rate 275 % 505 % 6.40 %
Expected life of options granted, in years 6.6 7.0 10.0
Expected volatility of options granted 91.97 % 94.56 % 127.79%

Weighted average fair value of options granted $ 382 % 544 % 19.55

Foreign Currency Translation. Zomax converts assets and liabilities of foreign operations to their U.S. dollar
equivalents at exchange rates in effect at the balance sheet date and records related translation adjustments as a
component of shareholders’ equity in the consolidated balance sheets. Income statements of foreign operations are
translated from the operations’ functional currencies to U.S. dollar equivalents at average exchange rates prevailing
during the period and records the related translation adjustment to a component of shareholders’ equity. Foreign
exchange transaction gains and losses are reported in other income and expense on the consolidated statements of
operations.
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Recently Issued Accounting Pronouncements. In April, 2002, the Financial Accounting Standards Board ("FASB")
issued Statement No. 145, "Rescission of FASB Statements No. 4, 44 and 64, Amendment of FASB Statement No. 13,
and Technical Corrections”. This statement eliminates extraordinary accounting treatment for a gain or loss reported on
the extinguishment of debt and amends other existing authoritative pronouncements to make technical corrections,
clarify meanings, or describe their applicability under changed conditions. The provisions of this statement are effective
for the Company in 2003. The adoption of this statement is not expected to have a material impact on the Company’s
financial position or results of operations.

In June, 2002, the FASB issued Statement No. 146, "Accounting for Costs Associated with Exit or Disposal
Activities” ("SFAS No. 146"). This statement requires that the fair value of a liability associated with an exit or disposal
activity be recognized when the liability is incurred. Prior to the adoption of SFAS No. 146, certain exit costs were
recognized when a commitment was made to a restructuring plan, which may have been before the liability was incurred.
The Company adopted the provisions of this statement in 2002. The adoption of SFAS No. 146 had no impact on the
Company’s financial position or results of operations.

In November 2002, the FASB issued FASB Interpretation No. 45, “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others” (FIN 45). FIN 45 clarifies the
requirements for a guarantor’s accounting for and disclosure of certain guarantees issued and outstanding. The initial
recognition and initial measurement provisions of FIN 45 are applicable to guarantees issued or modified after December
31, 2002. The disclosure requirements of FIN 45 are effective for financial statements for periods ending after
December 15, 2002. The adoption of FIN 45 did not impact the Company’s financial position or results of operations.

In December, 2002, the FASB issued Statement No. 148, "Accounting for Stock-Based Compensation—Transition
and Disclosure” ("SFAS No. 148"). SFAS No. 148 presents additional alternatives for transitioning to the fair value
method of accounting for stock-based compensation, prescribes the format to be used for pro forma disclosures and
requires the inclusion of similar pro forma disclosures in interim financial statements. The provisions of SFAS No. 148
are effective for the Company in fiscal 2002. The Company has included the additional disclosures about its stock-based
compensation accounting method in the “Stock Options” section of this Note.
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NOTE 2. OTHER FINANCIAL STATEMENT INFORMATION

Consolidated Balance Sheet Information (in thousands):

2002 2001
Inventories:
Raw materials $ 6,910 $ 8,575
Work in process 1,318 896
Finished goods 1,484 1,671

$ 9,712 § 11,142

Property and equipment, net: :
Manufacturing equipment $ 61,494 $ 60,160

Office equipment 6,187 5,683

Land, building and leasehold improvements 7,379 7,194
75,060 73,037

Less: Accumulated depreciation and amortization (40,113) (33,124)

$ 34947 § 39913

Accrued expenses:

Compensation and benefits $ 6,569 $ 5,743
Royalties 10,508 6,424
Other . 345 1,794

$§ 17422 § 13,961

Supplemental Cash Flow Information (in thousands): .
2062 2001 2008

Cash paid for:
Interest $ 245 3 585 $ 1,125
Income taxes 1,235 6,205 1,625
Non-cash transactions:
Unrealized gain on available-for-sale securities 1,994 — —

NOTE 3. ACQUESITIONS AND STRATEGIC ALLIANCES

Strategic Alliance Agreement. On August 12, 2002, the Company announced the signing of a Strategic Alliance
Agreement with Intraware, Inc., a leading provider of global electronic software delivery (ESD) services. Under this
agreement, the Company has an exclusive right to market and resell Intraware’s ESD services in the supply chain
outsourcing market. The agreement has an initial term of ten years and may be cancelled earlier at the Company’s
option upon one year’s notice. Minimum fees payable under the agreement, assuming the full ten-year term and certain
other conditions, are $15,000,000.

In addition to the strategic alliance agreement, the Company has invested $5,000,000 in a private placement of
Intraware common stock at $0.82 per share, representing approximately 12% of the outstanding shares of Intraware. The
common stock was issued in a private placement without registration under the Securities Act of 1933 and may not be
offered or sold in the United States absent registration or an applicable exemption from registration requirements.
Intraware agreed to file with the Securities Exchange Commission (SEC) a registration statement to register the resale of
the common stock issued to Zomax within one year of closing, and to use commercially reasonable efforts to cause the
registration statement to be declared effective by the SEC as promptly as practicable. The Company has classified this
investment as an available-for-sale security, and accordingly, unrealized holding gains and losses are excluded from
earnings and reported as a component of other comprehensive income. The market value of this investment was
$7,013,000 as of December 27, 2002.

Investment in Unconsolidated Entity. On October 2, 1998, the Company acquired 4,310,345 shares of the common
stock of Microgistix (formerly Chumbo Holdings Corporation), a private company, in exchange for cash and warrants
for total consideration of $5,000,000. In December 2001, the Company wrote off its remaining investment in
Microgistix, which amounted to $4,400,000. Based on Microgistix’s historical operating results and cash flow
requirements, the Company could not foresee that it would be able to recover the carrying amount of its investment in
Microgistix or that Microgistix had the ability to sustain an earnings capacity which would justify the carrying amount of
the investment.

Sales by the Company to Microgistix were $3,863,000, $4,877,000, and $6,097,000 in 2002, 2001, and 2000,
respectively. Microgistix accounts receivable balances totaled $773,000, $1,140,000, and $2,222,000 in 2002, 2001, and
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2000, respectively. The Company has eliminated unrealized profit associated with sales to Microgistix to the extent of
its equity interest.

NOTE 4. CREDIT FACILITIES AND LONG-TERM NOTES PAYABLE

The Company has a $15,000,000 term loan facility and a $25,000,000 revolving line-of-credit facility. The term loan
facility requires quarterly principal payments of $750,000 on a straight-line amortization schedule. The interest rate is at
the lower of prime plus 0.75 percent or LIBOR plus 2.25 percent (3.63 percent at December 27, 2002). The revolving
line-of-credit facility provides for borrowings based on a formula using eligible accounts receivable and inventories with
interest rates of prime plus 0.5 percent or LIBOR plus 2.00 percent (3.38 percent at December 27, 2002). Both facilities
have five-year terms and contain certain financial covenants, the most restrictive of which involve limitations on capital
expenditures and debt relative to adjusted earnings. The Company was in compliance with such covenants as of
December 27, 2002,

The amount outstanding on the term loan facility at the end of 2002 and 2001 was $3,736,000 and $6,696,000,
respectively. The Company had no borrowings outstanding under the revolving line-of-credit facility at the end of 2002
or 2001.

Future scheduled maturities of long-term debt are as follows as of December 27, 2002 (in thousands):

2003 $ 2,989

2004 747
Total 3,736

Less current portion (2,989)
Long-term notes payable, net of current portion $ 747

NOTE 5. SHAREHOLDERS’ EQUITY

Stock Split: On May 8, 2000, the Company’s Board of Directors approved a 2-for-1 stock split effected as a stock
dividend to shareholders. Accordingly, all per share and share outstanding data in the consolidated financial statements
and related notes have been retroactively restated.

Stock Repurchase Plans. In October 2002, the Company’s Board of Directors authorized a stock repurchase plan
that allows the Company to repurchase up to $10,000,000 of the Company’s common stock. The Company repurchased
a total of 118,300 shares at a cost of $464,000 during 2002. In addition, in the first quarter of 2003, the Company
repurchased a total of 761,900 shares for a total cost of $2,579,000. This plan superceded a plan authorized by the
Company’s Board of Directors in October 2000. Under the plan authorized in 2000, the Company repurchased a total of
800,200 shares at a cost of $5,040,000.

Warrants. In October 2001, 400,000 outstanding warrants were exercised at $5.00 per share.
NOTE ¢. COMPREHENSIVE INCOME

The table below presents comprehensive income, defined as changes in the equity of the Company excluding
changes resulting from investments by and distributions to shareholders (in thousands):

2002 2001 2000
Net income (l0ss) $ 679) $ 9,033 $ 24,859
Unrealized holding gain on available-for-sale
securities, net of tax 1,275 —_— —
Translation adjustments 4,672 (1,462) (1,697)
Comprehensive income $ 5,268 $ 7,571 $ 23,162
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NOTE 7. STOCK PLANS

l Employee Stock Purchase Plan. The Company has an employee stock purchase plan, which enables employees to
| contribute up to 10 percent of their compensation toward the purchase of the Company’s common stock at a price equal
| to the lower of 85 percent of fair market value as of the beginning or end of each plan period. A total of 2,000,000
shares have been reserved for issuance under this plan. Shares issued under the plan totaled approximately 188,000 in
2002, 339,000 in 2001, and 143,000 in 2000.

Stock Option Plan. The Company has a 1996 Stock Option Plan (the “Plan”) to provide for the granting of stock
options to employees, officers, directors and independent consultants of the Company at exercise prices not less than
100 percent of the fair market value of the Company’s common stock on the date of grant. The authorized number of
shares reserved for issuance total 6,400,000, of which 453,830 remained available for grant at December 27, 2002.
These options, which can be either incentive stock options or nonqualified options, vest over a three- to five-year
schedule and expire 10 vears after the grant date.

The Company has also issued nonqualified stock options outside of the Plan for the purchase of 1,593,000 shares of
common stock, of which 1,338,000 option shares are outstanding as of December 27, 2002. These options were issued
at the fair market value of the Company’s stock on the date of grant and vest over a four- to five-year schedule. Included
in these grants are 693,000 option shares granted in 2001 to certain officers of the Company. These options were granted
subject to shareholder approval and therefore were subject to variable plan accounting pursuant to FASB Interpretation
No. 44, “Accounting for Certain Transactions Involving Stock Compensation (an Interpretation of APB Opinion
No. 25).” The Company is required to recognize compensation expense equal to the amount by which the quoted market
value of the Company stock exceeds the exercise price of the option, prorated for the length of time the grants have been
outstanding. The variable plan accounting ceased when the shareholders approved the granting of the options on April
24,2002. The Company recognized a compensation benefit related to these options of $32,000 in 2002 and
compensation expense related to these options of $261,000 in 2001, which is reflected in selling, general and
administrative expenses in the consolidated statements of operations.

Information regarding all stock option activity during the year is summarized as follows (shares in thousands):

2002 2001 2000
Weighted Weighted Weighted
Average Average Average
Shares Exercise Price Shares Exercise Price Shares Exercise Price
Options outstanding,
beginning of year 3,849 $ 7.07 2268 $ 740 3210 § 2.63
Granted 545 4.86 2,312 6.20 1,160 20.63
Exercised (126) 2.56 (357) 2.12 (1,410) 2.04
Canceled (594) 15.72 (374) 13.59 (692) 22.60
Options outstanding,
end of year 3,674 $ 5.07 3849 $ 7.07 2,268 $ 7.40
Options exercisable,
end of year 1,337 % 4.14 926 $ 3.40 690 $ 3.30
Information regarding all outstanding stock options as of December 27, 2002 is summarized as follows (shares in
thousands):
Options Outstanding Options Exercisable
Weighted
Range of Exercise Prices Rlz;&ﬁ;g Xiﬁ;:j Averadge
Low High Shares Life (in years) Exercise Price Shares Exercise Price
$ 1.13  $ 2.81 746 46 $ 2.16 716§ 2.14
341 5.97 2,480 8.3 5.33 453 5.17
6.03 8.55 399 8.2 6.99 129 6.55
17.19 24.13 49 7.1 20.89 39 - 20.84
3,674 75 § 5.07 1,337 § 4.14
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NOTE 8. INCOME TAXES

Details regarding the income tax expense (benefit) included in the statement of operations are as follows (in
thousands):

2002 2001 2068

Current:
Federal $ (815 $ 5,776 $ 8,607
State (142) 738 1,284
Foreign 876 1,059 2,522
81) . 1,573 12,413
Deferred (492) (2,352) 1,179
Total incorne tax expense (benefit) $  (573) $ 5221 $ 13,592

The provision for foreign income taxes is based upon foreign pretax income of approximately $2,104,000,
$4,500,000, and $12,300,000 in 2002, 2001, and 2000, respectively.

A reconciliation of the statutory federal income tax rate to the Company’s effective income tax rate is as follows:

2002 2001 2000

Statutory federal income tax rate 34.0% 34.0% 34.0%
State income taxes, net of federal income tax benefit 4.1 3.2 0.5
Effects of unconsolidated entity — (8.8) 1.3
Foreign tax effect (7.8) (1.8) (34)
Valuation allowance — 11.3 —
Tax deductible goodwill 12.8 — —
Other 2.7 (1.3) 2.9

Effective income tax rate 45.8% 36.6 % 353%

The components of the deferred tax asset (liability) were as follows (in thousands):

2002 2001
Current:
Accounts receivable reserves $ 565 § 749
Inventory valuation 967 582
Accrued liabilities 719 1,302
Other 304 550
Total current deferred tax asset $ 2,555 $ 3,183
Long-term:
Depreciation and amortization $ (906) $ (1,744)
Unrealized gain on available-for-sale security (780) —
Foreign tax credit 844 —
Capital loss carryforward 1,610 1,610
Valuation allowance (1,610) (1,610)
Other 218 —
Total long-term deferred tax liability $  (624) $ (1,744)

The Company has not recorded deferred income taxes applicable to undistributed earnings of its non-U.S.
subsidiaries as all such earnings are deemed to be indefinitely reinvested in those operations. If earnings of these non-
U.S. subsidiaries were not indefinitely reinvested, a deferred liability would have been required, however, it is not
practicable to determine such amount.
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NOTE 9. RELATED-PARTY TRANSACTIONS

Operating Lease. The Company leases one of its manufacturing and office facilities from a partnership that is one-
third owned by a significant shareholder and director of the Company. The Company believes the terms are equivalent to
those that would be paid in an arm’s-length transaction. Lease payments totaled $649,000 in 2002, $649,000 in 2001,
and $641,000 in 2000.

Sales to Related Party. One of the Company’s customers is owned by a significant shareholder and director of the
Company. The Company believes the terms of sale are equivalent to those offered to all customers for similar services
and volume of business. Sales to this customer were $241,000 in 2002, of which $48,000 was owed the Company at
December 27, 2002.

NOTE 10. COMMITMENTS AND CONTINGENCIES
Operating Leases. The Company is committed under operating leases with related and unrelated parties for the

rental of manufacturing, warehouse and office facilities. Future minimum lease obligations as of December 27, 2002 are
as follows (in thousands):

2003 $ 4,655
2004 3,442
2005 3,453
2006 2,601
Thereafter 28,637

$42,788

The Company has also guaranteed a lease related to its operations in Juarez, Mexico. Total payments under this
lease are $316,000 through June 2004, Rent expense under operating leases, exclusive of real estate taxes, insurance and
maintenance expense was $6,998,000 in 2002, $5,480,000 in 2001, and $7,849,000 in 2000.

Ireland Employment Grants. The Company and the Ireland businesses it acquired have received employment grants
from the Ireland Development Authority (IDA) totaling $3,454,000 during the period from 1995 through 2000. The
Company recognizes income from the grants on a straight-line basis and includes the income in selling, general and
administrative expenses in the consolidated statements of operations. These grants were awarded by the IDA for
creating and maintaining permanent employment positions in Ireland for a period of at least five years. Termination of
any number of these positions within a five-year period may result in the pro rata return of the grants based on the
number of positions terminated compared to the number of new positions originally created, at the election of the IDA.
At December 27, 2002, the Company had reduced employment levels in Ireland below the levels for which the Company
had received grants. The IDA has informed the Company that it does not intend to seek repayment of any grant monies
at this time or in the foreseeable future, and accordingly, the Company has not provided for such repayment in its
financial statements. As of December 27, 2002, the Company’s estimate of the amount of grants for which repayment
could be requested totaled $145,000.

401(k) Plan. The Company has a discretionary 401(k) plan for all employees who are at least 21 years of age and
have completed 60 days of service with the Company. The Company’s discretionary contributions totaled $326,000 in
2002, $301,000 in 2001, and $665,000 in 2000.

Litigation. On February 21, 2002, the Company signed an Asset Purchase Agreement (“APA”) to purchase the
business and substantially all the assets of Software Logistics Corporation (“iLogistix™). iLogistix provides supply chain
services to technology companies and has operating facilities in the United States, Netherlands, Singapore, Taiwan,
Mexico, Ireland and Brazil.

The closing of the transaction was scheduled for February 28, 2002, subject to significant closing conditions. As of
March 19, 2002, certain significant conditions to closing were not satisfied by il.ogistix; therefore, the Company
terminated the APA. The Company incurred and expensed transaction costs of $1.3 million, net of tax, or approximately
$.04 cents per share. The Company also deposited $3.9 million in an escrow account, which the Company believes
iLogistix is required to refund with interest. This escrow is recorded in other current assets in the Company’s
consolidated balance sheet.

On March 19, 2002, iLogistix filed a lawsuit in a United States Bankruptcy Court for specific performance under the
APA and for unspecified damages and declaratory relief. Subsequently, iLogistix dismissed its claim for specific
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performance. The Company has submitted an answer to iLogistix’ legal action averring that the APA had been properly
terminated and that the legal action by iLogistix is without merit.

On July 11, 2002, iLogistix sold substantially all of its assets to CMGI for consideration in excess of the amount
under the Zomax contract. Zomax has demanded a return of the $3.9 million deposit, accrued interest, payment of
certain legal fees and payment of the break-up fee.

On or about October 28, 2002 the Bankruptcy Court granted Zomax authority to file a counterclaim in the adversary
proceeding, including, in particular, claims for a break-up fee and attomey’s fees. On December 26, 2002, Zomax filed a
motion for summary judgment in the case with the Court.

On March 13, 2003, Zomax and iLogistix reached a settlement whereby the $3.9 million deposit plus all accrued
interest thereon will be paid to Zomax, and both parties will drop all other claims and actions arising out of the APA,
This settlement agreement will be presented to the Court at a hearing scheduled for April 3, 2003. If, as expected, the
settlement agreement is approved by the Court, the deposit plus accrued interest would be returned soon thereafter.

The Company previously announced that the Securities and Exchange Commission is conducting a preliminary
investigation into the trading of Zomax securities by insiders. The Company is cooperating with the SEC in its
investigation, The SEC has not indicated when it expects the investigation to be concluded.

The Company is involved in various other claims arising in the normal course of business. In management’s
opinion, the final resolution of these claims should not have a material adverse effect on the Company’s financial
position, results of its operations or cash flows.

NOTE 11. QUARTERLY FINANCIAL DATA (UNAUDITED)

Unaudited quarterly data is as follows (in thousands, except per share data):

(Quarter Ended
March Jume September  December
2002;
Sales $ 45985 $ 45360 $ 43719 $ 50436
Gross profit 8,944 8.479 7,930 7,459
Operating income (loss) (1,507) 1,109 (1,033) (1,021)
Net income (loss) (785) 855 474) (275)
Basic earnings (loss) per share 0.02) 0.03 0.01) (0.01)
Diluted earnings (loss) per share 0.02) 0.03 0.01) (0.01)
Quarter Ended
March Jumne September  December
2001:
Sales $ 62,796 $ 51,815 $ 45829 $ 56,357
Gross profit 14,873 12,928 9,752 12,556
Operating income 6,372 5,133 2,317 3,400
Net income (loss) 4,214 3,483 1,865 (529)
Basic earnings (loss) per share 0.13 0.11 0.06 (0.02)
Diluted earnings (loss) per share 0.13 0.11 0.06 (0.02)

Non-cash charges recorded in the fourth quarter of 2002 include a $1,352,000 pretax write-down of the Company’s
existing call center systems as a result of the replacement of those systems starting during that quarter, and $700,000 of
royalty costs related to the third quarter resulting from an adjustment in the fourth quarter, retroactive to July 1, 2002, of
the rate used to accrue royalties under the Company’s license agreement with Philips Corporation.

Non-cash charges recorded in the fourth quarter of 2001 totaled $3,480,000, net of tax, or $0.11 per share, of which

$2,926,000 relates to the write-off of the Company’s investment in an unconsolidated business and $554,000 relates to
the write-off of goodwill recorded as part of a 1997 acquisition.
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NOTE 12. SEGMENT AND GEOGRAPHICAL INFORMATION

The Company operates in one industry segment. The geographic distributions of the Company’s identifiable assets,
operating income and revenues for 2002, 2001 and 2000 are summarized as follows (in thousands):

} 2002 2001 2000

‘ Sales: ,
United States $ 165264 $ 176,279 $ 170,852
Europe 29,926 44 451 62,646

. Canada 26,813 20,663 22,108

; Intergeographic sales (36,503) (24,596) (16,516)

$ 185500 $ 216,797 $ 239,090

| Operating income (loss):

United States $ 8931 $ 20,591 $ 32,406
Europe . (381) 1,720 7,627
Canada 3,427 3,512 5,861
Corporate and eliminations (14,429) (8,601) (7.900)
$ (2452)% 17222 $§ 37,994
Assets: :
United States $ 49390 $ 51,008 $ 58,119
; Europe 25,174 35,732 39,965
Canada - 17,519 15,713 17,835
| Total identifiable assets 92,083 102,453 115,919
F Corporate assets and eliminations 75,100 61,053 52,016
| $ 167,183 $ 163,506 $ 167,935
Capital expenditures:
i United States $ 2611 $ 1,315 % 7,675
; Europe 79 3,330 3,592
| Canada 260 289 3,016

$ 2950 $ 4934 § 14,283

Depreciation and amortization:

United States $ 5936 % 7,407 S 7,108
Europe 1,168 1,806 1,679
Canada 1,245 1,230 971

$ 8349 § 10443 § 9,758
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

On June 24, 2002, the Audit Commuittee of the Board of Directors of the Company ceased its client-auditor
relationship with Arthur Andersen LLP ("Andersen") as the Company’s independent public accountants, effective
immediately on that date.

The audit reports of Andersen on the consolidated financial statements of the Company for the fiscal years ended
December 28, 2001 and December 29, 2000, did not contain any adverse opinion or disclaimer of opinion, nor were they
qualified or modified as to uncertainty, audit scope or accounting principles.

During the Company's fiscal years ended December 28, 2001 and December 29, 2000, and the subsequent interim
period ended June 24, 2002, (a) there were no disagreements with Andersen on any matter of accounting principles or
practices, financial statement disclosure, or auditing scope or procedure which, if not resolved to Andersen's satisfaction,
would have caused Andersen to make reference to the subject matter of such disagreement in connection with Andersen's
reports on the Company's consolidated financial statements for such years; and (b) there were no reportable events as
listed in Item 304(a)(1)(v) of Regulation S-K.

Also on June 24, 2002, the Audit Committee of the Board of Directors of Zomax, appointed Deloitte & Touche LLP
as the Company's independent public auditors for the Company’s fiscal year ending December 27, 2002, effective
immediately.
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PART I

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information concerning the Company’s directors and executive officers and compliance with Section 16(a)
required by this item is contained in the sections entitled “Election of Directors,” “Executive Officers of the Company” and
“Compliance with Section 16(a) of the Exchange Act,” appearing in the Company’s Proxy Statement to be delivered to
stockholders in connection with the Annual Meeting of Stockholders to be held on April 30, 2003. Such information is
incorporated herein by reference.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item is contained in the section entitled ‘‘Executive Compensation” appearing in the
Company’s Proxy Statement to be delivered to stockholders in connection with the Annual Meeting of Stockholders to be
held on April 30, 2003. Such information is incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED SHAREHOLDER MATTERS

The information required by this item relating to the security ownership of certain holders is contained in the section
entitled “Principal Shareholders and Management Shareholdings” appearing in the Company’s Proxy Statement to be
delivered to stockholders in connection with the Annual Meeting of Stockholders to be held on April 30, 2003. Such
information is incorporated herein by reference.

The following table summarizes the Company’s equity compensation plan information as of December 27, 2002.

Number of Securities to be Number of securities
issued upon exercise of Weighted average exercise remaining available for
Plan Category outstanding options price of outstanding options future issuance
Equity compensation
plans approved by 3,029,220 $5.19 1,539,830
security holders (1)
Equity compensation
plans not approved by
security holders (2) 645,000 $4.55 n/a
Total 3,674,220 $5.07 1,539,830

(1) Plan category includes the Company’s 1996 Stock Option Plan (the “1996 Plan”), stock options granted outside
of the 1996 Plan that have subsequently been approved by shareholders, and the Company’s 1996 Employee
Stock Purchase Plan.

(2) Plan category includes stock options that have been granted to employees outside of the Company’s 1996 Plan
due to an insufficient number of shares available under the 1996 Plan. The agreements with respect to these
options are substantially the same as agreements with respect to options under the 1996 Plan and generally
provide for a ten-year term with vesting over a period of five years.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by this item is contained in the section entitled “Certain Transactions” appearing in the
Company’s Proxy Statement to be delivered to stockholders in connection with the Annual Meeting of Stockholders to be
held on April 30, 2003. Such information is incorporated herein by reference.

ITEM 14. CONTROLS AND PROCEDURES

Within the 90-day period prior to the filing of this Annual Report on Form 10-K, an evaluation was carried out
under the supervision and with the participation of the Company’s management, including the Company’s Chief
Executive Officer ("CEQ") and Chief Financial Officer ("CFQO"), of the effectiveness of the Company’s disclosure
controls and procedures. Disclosure controls and procedures are procedures that are designed with the objective of
ensuring that information required to be disclosed in the Company’s reports filed under the Securities Exchange Act of
1934, such as this Form 10-K, is recorded, processed, summarized and reported within the time periods specified in the
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Securities and Exchange Commission's rules and forms. Based on that evaluation, the Company’s CEQ and CFO have
concluded that the Company’s disclosure controls and procedures are effective to satisfy the objectives for which they
are intended. Subsequent to the date of management's evaluation, there were no significant changes in the Company’s
internal controls or in other factors that could significantly affect these controls, including any corrective actions with
regard to significant deficiencies and material weaknesses.

PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K

(a) List of Financial Statements, Financial Statement Schedules and Exhibits

(1) Financial Statements. The following consolidated financial statements of the Company are filed with this
report and can be found at Item 8 of this Form 10-K:

Report of current Independent Auditors dated February 18, 2003
Report of former Independent Public Accountants dated January 25, 2002

Consolidated Statements of Operations for Years Ended December 27, 2002, December 28, 2001,
and December 29, 2000

Consolidated Balance Sheets as of December 27, 2002 and December 28, 2001

Consolidated Statements of Shareholders’ Equity for Years Ended December 27, 2002, December 28, 2001,
and December 29, 2000

Consolidated Statements of Cash Flows for Years Ended December 27, 2002, December 28, 2001,
and December 29, 2000

Notes to Consolidated Financial Statements

(2) Financial Statement Schedules. All schedules for which provision is made in the applicable accounting
regulations of the SEC have been omitted as not required or not applicable, or the information required has been
included elsewhere by reference in the financial statements and related notes, except for Schedule II, which is
included as Exhibits 99.3 and 99.4 to this Form 10-K, as filed with the SEC.

(3) Exhibits. See “Exhibit Index” on page 36 of this Form 10-K for a description of the documents that are filed as
Exhibits to this report on Form 10-K or incorporated by reference herein.

(b) Reports on Form 8-K.

The Company filed a Form 8-K dated October 18, 2002 to report the Securities and Exchange Commission’s
preliminary investigation into insider trading of the Company’s stock and the Company’s third quarter results.

The Company filed a Form 8-K dated March 26, 2003, to report an adjustment to its 2002 year end results that were
previously announced on February 12, 2003.

(c) See Item 15(a)(3) above.

(d) See Item 15(a)(2) above.
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SIGNATURES

In accordance with Section 13 or 15(d) of the Exchange Act, the registrant caused this report to be signed on its
behalf by the undersigned, thereunto duly authorized.

Date: March 27, 2003 ZOMAX INCORPORATED

By /s/James T. Anderson

James T. Anderson
Chairman and Chief Executive Officer

In accordance with the Exchange Act, this report has been signed below by the following persons on behalf of the
registrant and in the capacities and on the dates indicated below.

Each person whose signature appears below constitutes and appoints James T. Anderson and John Gelp as the
undersigned’s true and lawful attorneys-in fact and agents, each acting alone, with full power of substitution and
resubstitution, for the undersigned and in the undersigned’s name, place and stead, in any and all amendments to this
Annual Report on Form 10-K and to file the same, with all exhibits thereto, and other documents in connection
therewith, with the Securities and Exchange Commission, granted unto said attorneys-in-fact and agents, each acting
alone, full power and authority to do and perform each and every act and thing requisite and necessary to be done in and
about the premises, as fully to all intents and purposes as the undersigned might or could do in person, hereby ratifying
and confirming all said attorneys-in-fact and agents, each acting alone, or his substitute or substitutes, may lawfully do or
cause to be done by virtue thereof.

Name Title Date

/s/James T. Anderson Chairman of the Board and Chief Executive Officer March 27, 2003
James T. Anderson (principal executive officer)

/s/Anthony Angelini - President, Chief Operating Officer and Director March 27, 2003
Anthony Angelini

/s/John Gelp Executive Vice President, Chief Financial Officer and Secretary March 27, 2003
John Gelp (principal financial and accounting officer)

/s/Phillip T. Levin Director March 27, 2003

Phillip T. Levin

/s/Robert Ezrilov Director March 27, 2003
Robert Ezrilov
/s/Howard P. Liszt Director March 27, 2003

Howard P. Liszt

/sfJanice Ozzello Wilcox Director March 27, 2003

Janice Ozzello Wilcox
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SARBANES-OXLEY SECTION 302 CERTIFICATION
I, James T. Anderson, certify that:
1. Ihave reviewed this Annual Report on Form 10-K of Zomax Incorporated;

2. Based on my knowledge, this Annual Report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this Annual Report;

3. Based on my knowledge, the financial statements, and other financial information included in this Annual Report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this Annual Report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a) designed such disclosure controls and procedures to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period
in which this Annual Report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days
prior to the filing date of this Annual Report (the “Evaluation Date”); and

c) presented in this Annual Report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation, to the registrant’s
auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent function):

a) all significant deficiencies in the design or operation of internal controls which could adversely affect the
registrant’s ability to record, process, summarize and report financial data and have identified for the registrant’s auditors
any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal controls; and

6. The registrant’s other certifying officer and I have indicated in this Annual Report whether or not there were
significant changes in internal controls or in other factors that could significantly affect internal controls subsequent to
the date of our most recent evaluation, including any corrective actions with regard to significant deficiencies and
material weaknesses.

Date: March 27, 2003 /s/ James T. Anderson
James T. Anderson
Chairman and Chief Executive Officer
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SARBANES-OXLEY SECTION 302 CERTIFICATION

I, John Gelp, certify that:
1. @'have reviewed this Annual Report on Form 10-K of Zomax Incorporated;

2. Based on my knowledge, this Annual Report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this Annual Report;

3. Based on my knowledge, the financial statements, and other financial information included in this Annual Report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this Annual Report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a) designed such disclosure controls and procedures to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period
in which this Annual Report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days
prior to the filing date of this Annual Report (the “Evaluation Date”); and

c) presented in this Annual Report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation, to the registrant’s
auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent function):

a) all significant deficiencies in the design or operation of internal controls which could adversely affect the
registrant’s ability to record, process, summarize and report financial data and have identified for the registrant’s auditors
any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal controls; and

6. The registrant’s other certifying officer and I have indicated in this Annual Report whether or not there were
significant changes in internal controls or in other factors that could significantly affect internal controls subsequent to
the date of our most recent evaluation, including any corrective actions with regard to significant deficiencies and
material weaknesses.

Date: March 27, 2003 /s/ John Gelp
John Gelp
Executive Vice President and Chief Financial Officer
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EXHIBIT INDEX TO FORM 10-K

For the Fiscal Year Ended: Commission File No.

December 27, 2002 0-28426

Exhibit

Number Description

3.1 Articles of Incorporation, as amended (Incorporated by reference to Exhibit 3.1 to Annual Report on Form
10-K for year ended December 29, 2000)

3.2 Bylaws. (1)

4.1 Form of Stock Certificate. (1)

4.2 Articles of Incorporation (See Exhibit 3.1).

43 Bylaws (See Exhibit 3.2).

10.1 1996 Stock Option Plan, as amended through January 19, 2000, and Forms of Incentive and Nonqualified

Stock Option Agreements (Incorporated by reference to Exhibit 10.1 to Annual Report on Form 10-K for
the year ended December 31, 1999).**

10.2 1996 Employee Stock Purchase Plan. (1)**

10.3 Lease between the Company and Nathan Lane Partnership, LLP dated January 1, 1995, as amended
October 28, 1997 (Incorporated by reference to Exhibit 10.5 to Registration Statement on Form S-1, SEC
File No. 333-2430 and Exhibit 10.15 to Annual Report on Form 10-KSB for the year ended December 26,

1997).

10.4 Employment Agreement with James T. Anderson dated January 1, 1999 (Incorporated by reference to
Exhibit 10.5 to Annual Report on Form 10-K for the year ended December 31, 1999), **

10.5 License Agreement with U.S. Philips Corporation effective January 1, 1996 (Incorporated by reference to
Exhibit 10.7 to Registration Statement on form S-1, SEC File No. 333-2430).

10.6 License Agreement with Discovision Associates dated January 1, 1994 (Incorporated by reference to
Exhibit 10.8 to Registration Statement on Form S-1, SEC File No. 333-2430).

10.7 Revolving Credit and Term Loan Agreement between the Company and Marquette Capital Bank dated

December 31, 1995, as amended April 30, 1997 (Incorporated by reference to Exhibit 10.16 to Registration
Statement on Form S-1, SEC File No. 333-2430, and Exhibit 10.16 to Quarterly Report on Form 10-QSB
for the quarter ended March 27, 1997).

10.8 Credit Agreement dated as of January 6, 1999 among the Company, Certain Lenders and General Electric
Capital Corporation. (2)

10.9 Credit Agreement dated as of January 6, 1999 among Zomax Canada Company, Certain Lenders and
General Electric Capital Canada Inc. (2)

10.10 Employment Agreement with Anthony Angelini effective January 1, 2002 (Incorporated by reference to
Exhibit 10.11 to Annual Report on Form 10-K for the year ended December 28, 2001).**

10.11 Employment Agreement with John Gelp dated October 10, 2001 (Incorporated by reference to Exhibit
10.11 to Annual Report on Form 10-K for the year ended December 28, 2001).%*

10.12 Lease between the Company and The Scottish Provident Institution effective March 2, 2001 (Incorporated
by reference to Exhibit 10.13 to Annual Report on Form 10-XK for the year ended December 28, 2001).

10.13* Employment Agreement with Michael Miller effective September 16, 2002**

10.14* Form of Nonqualified Option Agreement for options granted outside of 1996 Stock Option Plan**

21.1% Listing of Subsidiaries

23.1%* Consent of Deloitte & Touche LLP

23.2% Notice Regarding Consent of Arthur Andersen LLP

24* Power of Attorney (included on signature page of this report)

99.1%* Certification of Chief Executive Officer

99.2% Certification of Chief Financial Officer

99.3* Report of Deloitte & Touche LLP and Schedule I

99.4* Report of Arthur Andersen LLP and Schedule II

*  Filed herewith.

**  Management agreement or compensatory plan or arrangement.

(1) Incorporated by reference to the corresponding exhibit numbers to Form S-1 Registration Statement, SEC File No.
333-2430.

(2) Incorporated by reference to exhibits to current report on Form 8-K/A-1 dated January 7, 1999.
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Operational Capabilities and Global Facilities

Zomax is committed to providing reliable, high-quality ser-
vices to our customers. We continue to invest in the people,
processes, and technologies necessary to meet and exceed
their expectations.

We pride ourselves on a great team of people that are
dedicated to our customer’s success. This includes project
management teams, operations personnel, and a scalable
production workforce that follow ISO standards and always
thinks of the customer first.

To ensure the highest quality service to our customers,
all Zomax production facilities are ISO 9002 compliant.
Operating procedures are based on industry best-practices
to ensure efficiency and high quality. In addition, Zomax’
Customer Contact Centers are COPC certified, the industry
standard for customer service, customer satisfaction, and
operational efficiency.

‘We have also implemented systems to ensure that our

customers have real-time visibility to valuable supply chain

Customer Contact Centers
+ Concord, California

* Santry, ireland

« Arnprior, Ontario, Canada

« Clondalkin, Ireland

20MAX O

ZOMAX
Concord, CA

ZOMAX
Fremant, CA

ZOMAX QO ZoMAX
Juarez, Chihuahua Austin, TX
Mexico

Zomax operates twelve strategically placed facilities that provide reiiable JIT capabilities
to our ciients on a worldwide basis.

“Full Service” Production Facilities
 Fremont, California

* Plymouth, Minnesota

Plymouth, MN ) Hope, MN

ZOMAX
O tndianapolis, IN

O z0MAX
O ZOMAX Nashville, TN
Memphis, TN

information enabling them to improve efficiencies and
decrease costs. Our integrated Enterprise Resource Planning
(ERP) system coordinates order management, invoice ag-
ing, purchase orders, inventory levels, and shipment history
for our customers. These systems enable 24x7 service with
integration to customer systems for efficient execution of
intensive supply chain initiatives.

Over the past 5 years, Zomax has implemented a variety
of other technologies such as a full-range of Electronic Data
Interchange (EDI) capabilities, e-commerce systems, and
secure network connectivity required to serve the evolving
needs of our current customers and new markets.

These operational capabilities together with our proven
expertise and modular suite of supply chain services enable
Zomax to help companies deliver “The Perfect Order” to

their customers.

Assembly and Distribution Centers
* Austin, Texas

* Indianapolis, Indiana

» Memphis, Tennessee

- Nashville, Tennessee

« New Hope, Minnesota

« Juarez, Mexico (opened 3.2003)

ZOMAX
o Arnprior, CA

’

ZOMAX
Clondaikin

Dubiin, Ireland_{ publin, Irefand

ZOMAX | ANNUAL REPORT 2002




Positioned for Growth

Zomax is proud of its leadership position in the industry.
Our investments in people, processes, and technology are
driven by our commitment to operational excellence and
delivering the greatest value to our customers.

In 2003, Zomax will continue to expand its services and
capabilities to further strengthen its leadership position in
the market. To accomplish this, we are expanding our sales
and marketing team to build on our proven experience. This
team will focus on extending our reach into several new mar-
kets including the following:

- Consumer Electronics - Helping electronics manu-
facturers that have retail distribution to improve
localization and reduce time to market.

+ MMarketing Services - Enabling advertising agen-
cies and promotion firms to better execute sophisti-
cated marketing programs.

« Corporate infarmation Services - Helping Fortune
1000 companies more efficiently distribute content
and physical materials to their network of dealers,
service agents, or franchises.

Zomax can leverage several significant reference accounts
in these industries as we further expand in North America
and Europe. We will also continue to assess new target
markets that have a growing need for content and product
distribution, and support the outsourcing model.

Another focus area in 2003 is Electronic Software Deliv-
ery. Our partnership with Intraware is a strategic differentia-
tor for Zomax and will enable us to capture new business as
customer demand for electronic fulfillment grows. Together,
the two companies have unique capabilities to deliver both
physical and electronic content that will bring results in 2003.

During the upcoming year, Zomax will continue ERP and
IT system upgrades in Ireland and North America. These en-
hancements will help improve efficiencies, enhance customer
service, and support our continued growth.

We continue to evaluate and prioritize additional expan-
sion and partnership plans based on customer need, market
potential, and return on investment. Our financial strength,
operational excellence, and proven experience position
Zomax well for growth in 2003 and beyond.

The Perfect Order



Corporate Information

CORPCRATE HEADQUARTERS:
Zomax Incorporated

5353 Nathan Lane

Minneapolis, Minnesota 55442-1952
Phone: 763-553-9300

Fax: 763-519-3710

web: www.zomax.com

INVESTOR INFORMATION:
Analysts, investors, media and others seeking financial and general
information should contact:

Chief Financial Officer

Zomax incorporated

5353 Nathan Lane

Minneapolis, Minnesota 55442-1952
Phone:763-553-9300

SECURITIES LISTING:
Zomax’' common stock is traded on the Nasdaq Stock Market
under the symbol “ZOMX".

ANNUAL MEETING:

The Annual Meeting of Shareholders will be held at 3:30 p.m. on
Wednesday, April 30

Thrivent Financial Building
625 Fourth Avenue South
Minneapolis, Minnesota 55415

GENERAL COUNSEL:
Fredrikson & Byron, P.A.

INDEPENDENT AUDITORS:
Deloitte & Touche LLP

DIRECTORS:
James T. Anderson
Co-Founder, Chairman, and Chief Executive Officer

Anthony Angelini
President and Chief Operating Officer

Phillip T. Levin
Co-Founder, CEO of RNR, Inc.

Robert Ezrilov
Independent Consultant

Howard P. Liszt
Senior Fellow, University of Minnesota,
Retired CEO of Campbell Mithun Advertising

Janice Ozzello Wilcox
Senior Vice President and CFO of

Marquette Financial Companies

OFFICERS:
James T. Anderson

Co-Founder, Chairman, and Chief Executive Officer

Anthony Angelini
President and Chief Operating Officer

Michael Miller
Executive Vice President Sales, Marketing and

Business Development

John Gelp
Executive Vice President, Chief Financial Officer
and Secretary
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